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Executi ve Summary

At the international level, the US economy is back on track of robust growth in 2016 Q3, as monthly indicators

strengthened in September. Dynamics in private consu

consumer confidence to a peesis high and an uptick in retail sales. The industrial sector also regained some
traction, returning to moderate grtwwith the ISM Manufacturing Index rebounding.

Data for 2016 Q3 show that the Eurozoneds economic
steady for the fourth consecutive month in August and the composite PMI (purchasing manager getex) ed
down in September. Meanwhilmdustrial production rebounded in Augustid economic sentiment surged to

the highest leel seen since January in September. The latter evidence reaffirms the health of the Euro Zone
economy post Brexit thus far.

Weak global demand, spillovers frothe low oil prie environmentand challenging domestic conditions
continued to weigh on economic activity in the MENA region though some tentative signs of improvement have
since emerged for both, ekporters and cilmporters.

In the UAE, based on revised new figuogggrowth in 2015 and revised projections of the global economy, the
Central Bank of the UAE has revised its estimate of the Economic Composite Indicator (ECI) for the UAE which
combines advanced econometric techniques with available economic varialfleassG®1 (consumer price
index) inflation, DET (Dubai Economy Tracker) and oil prices, and updated its econometric model to project
economic growth for both oil and namil activities over a period of two years.

In this context, the growth of GDP in thedH is expected to slow to 2.2% in 2016 and regain momentum to 2.4%

in 2017, driven mainly by the continued fiscal consolidation and the slowdown of the main UAE trading partners.
Non-oil GDP growth is projected to grow by 2.7% in 2016, while oil GDP grasvfbrecast to increase by 1.2%,
given the projected increase in oil production.

The decreasing trend of inflation continued for a fourth consecutive quarter. The average Consumer Price Index
(CPI) increased by 0.9% in the third quarter of 2016. Oneeofrthin reasons for the continued decline in CPI
inflation is reduction in thenflation ratefor the housing, transportation and tradables components of the CPI
basketAs regards banking activity, Government deposits declined inrthguarter of 2016, lit remain above

the levels observed at the end of 2015. However, monetary aggregates increased mainly due to the increase in
private sector and GREs deposits. Banks continued to increase credit at a rate that supports growthail the non
activities. Thd-inancial Soundness Indicators (FSIs) continue to show that the UAE banking system is sound and
enjoys strong pillars for continued stability.

The Central Bank balance sheet exhibited a decrease in 2016 Q3, triggered by reduction of liabilities,lparticular
a return to Anormal d for Currency | ssued and a f al

to strike a better balance between return and | iquidi

strong and efficientitermediation function going forward.
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http://www.focus-economics.com/countries/eurozone/news/industry/industrial-production-rebounds-in-august
http://www.focus-economics.com/commodities/energy

Chapterl. |l nternati onal Econo

In the USthe economy is back on track of robust growth in 2016 Q3, as monthly indicators strengthened in
September. Dynamics in private consumption are intact, as evidenckttBye pt e mber 6s ri se i n
confidence to a prerisis high and an uptick inretailsade. Dat a for 2016 Q3 show that
recovery remains shaky. The unemployment rate remained steady for the fourth consecutive month in August and
the composite PMI edged down in Septembé&e Chinese economy kept up its momentum as iserka
government spending and a property bdwwmemitigated the adverse effectsstfibbornly weak exports.

For thethird quarter of 2016, the GDP figures releases  The Chinese economy was able to keep up its

for the US UK and China showed that tlwellective momentum in 2016 & growing at 7.4% Yo-Y
economiesperformed well, whileEur oz one 6s afhDdized asncreased government spending and a
numbers show that recovery s§ill shakyin the 19 property boom offset stubbornly weaxports.While
nations area. fears of a hard landing have eased this year, recent data

also have highlighted growing imbalances in the
world's secondargest economy, with growth
increasingly dependent on government spending and
ballooning debt as private investmemtbles to record
lows. The highflying property market is also
beginning to show signs of overheating.

GDP in the US increased at an annual rat2. g% in
2016 (B compared to thé&.4% for thesecondquarter

of 2016.The increase in real GDP in the third quarter
reflected positive contributions from personal
consumption expenditures (PCE), exports, private
inventory investment, federal government spending,
and nonresidential fixed investment that were partly  Figure 1.1. GDP growth for selected economies
offset by negative contributions from residential fixed °

investment and state and local government spending 6
Imports, which are a subtraction in the ceddion of .
GDP, increased benefiting from further dollar ‘
WLIIIEERL
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implications on the stability of tHeankingsystemThe Economic activity in the developed world as measured
slowdownremains eviderdascompared to the last three by the Purchasing Management Ind@MI) shows
months of 2015, when the economy in theadzone that in the USJapanthe UK and France it has seen an
grew by an average of2on a Y-o0-Y basis. While the improvement in 2016 Q3 while in the other

pace of expansion met forecasts, growth in the countriegregions shown in Figure 1.2 ithas
Eurozone remains relatively low and the expectations  experienced a deterioratiatomparedto quartertwo

are thatthe latest figures are unlikely to prompt a 20%6.
[;(2;“ change of policy by the European Central Bank Figure 1.2. PMI levels
g 60
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The US saw a marginamprovement in their PMI
levels from51.3 to 515, while the UK PMI improved
from 52.1to 55.4. In contrast, Eurozofes P MI
was at52.8 at the end of 2016 @hd ended théhird
quarter of 2016 ab2.6 which isstill abovethe 50
mark hence still expandingOn the other hancdthe
French PMInotchedup from 48.3at end of the2016
Q2 to 49.7 at the end of quarteghree2016and even
though is growing @-Q, it remains below the 50
mark A PMI reading above 50 indiczd expansioand
below 50 a contraction

Figure 1.3. Annual percentage change of equity
indices (local) in developed economies
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All developed equity markets in the analysis,
experiencedpositive annual returns during thhird
quarter of 2016with the highest return being for the
German DAX, which grew by 8.6%

Figure 1.4. Annual stock market index percent
changes in BRIC countries (local)
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Similarly, equity markets all have hagasitivereturn
on an annal basis for the BRIGwith Brazil being the
top performer with 13.3%n thethird quarter of 206.

Figure 1.5. Selected commodity price levels anal
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Thethird quarter of 2016 sawndmprovemenbf some
selectedcommodity pricesY-0-Y, with exception of
oil (Brent), which declined by 8.5%ignificantly less
compared to previous quarte@®n an annual basithe
natural gas, gold and silver managed to post
improvements in the thirduarter o0f3.1%, 18.6% and
31.2% respectively

Figure 1.6. 10year government bond yields (%)
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Markets recovered from the initial shock of the Jate
June UKS seferendum vote to leave the EU, as lower
bond yields, expectations of additional monetary
accommodation, andsomewhat improvedglobal
economic data soothed investor concerns. While global
liquidity remained ample, monetary policy rates
remained relativgl unchanged during the quarter
Bond yields rose modestly for the major developed
markets, with exception of the UK 10 year government
yield, mainly due to the Brexit votend the Bank of
England decision to decrease the policy rate by 25bps
which declinel from 0.95% at the end of June 2016 to
0.79% at the end of the third quarter of 2016.



The charts below on consumer prices continue to show
the marked difference between the developed and the

developing world. Whereas the developed world is
struggling wth near zero inflation ratew/ith exception

to the US the developing world experienced higher
inflation rates with the exception of China. In Brazil,
the continueddepreciation of its currency and political
instability in the third quarter of 2016 wetle driving
forces of high inflation.

Figure 1.7. Yearon-Year consumer price change
in the developed economies
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Figure 1.8Year-on-Year consumer price change in
emerging economies
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In terms of monetary policy, theS Federal Reserve
once again postponed thage hiketill December 2016.

In contrast, the Bank of England took a decision to cut
its policy rate by 25bps in order to stimulate the

an effort to reduce the adverséfects of continued
negative interest rates on the banking sector

Figure 1.9 Policy rates of developed countries
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Middle Eastand North Africa (MENA) oil exporters
continue to face an exceptionally challenging
environment as low oil prices and conflicts continue to
weigh adversely on economic activity, fiscal and
external balances, and the financial sector. Many
countrieshave madeprogress in fiscal consolidation,
yet sustained efforts will be required over the medium
term to place public finances on a sound footing. Plans
to diversify economies away from oil and create jobs
for the fast growingpopulationare underway in many
counties

For the MENA oil importers, mcroeconomic
stabilization is advancing on the heels of recent energy
subsidy reforms andontinuedlow oil prices which
presented some relief for deteriorating public finances
and external balance¥et, growth remains weak and
fragile amid ongoing regional conflicts, lingering
structural impediments, and subdued external demand.
Over the medium term, growit set to remain too low

to address persistently high unemployment and
threaten efforts to fosteconomic inclusiveness.

economy further accelerating the rate df &r | i ng 6 s

depreciation post BrexifThe third quarterwas also
marked by the Bank of Jap@ardecision to marginally
increasdgheovernight call rate frord0.064%at the end
of 2016 Q2to -0.06% in September 2016, perhaps in



Chapter 2: Domestic Economic Developments

The growth of GDP in the UAE éxpected to slow to 2.2% in 2016 and regain momentum to 2.4% in 2017, driven mainly

by the continued fiscal consolidation and the slowdown

of the main UAE trading partnersil G&@P growth is

projected to grow by 2.7% in 2016, while oil GDP growth reéast to increase by 1.2%, given the projected increase in

oil production. The decreasing trend of inflation continu

ed for a fourth consecutive quarter. The average Consumer Price

Index (CPI) increased by 0.9% in the third quarter of 2016. One of theneasons for the continued decline in CPI
inflation is reduction in the indexes for housing, transportation and tradables components of the CPITiaskBsE
improved significantly its ranking to 26th worldwide in Doing Business Report 2017, and teotltstide in the Global
Innovation Index, while the country ranked"ii the Global Competitiveness Index, which is testament to the reforms

undertaken and their positive impactn t he co

untryodéds international standing

2.1 Economic Activity and Growth

After a significant improvement of the Brent oil price
in the second quarter of 2016 (increasadveragéy
33.7% on a quartesnquarter basis), oil prices
declined slightly to reach an average price of 45.8% in
the third quarter of 2016, fallingn averagdy 0.3%
compared to the previous quarter (see Figure 2.1.a).

Although oil prices declined by 8.5% cpared to the
third quarter of 2015, the recent developments
reflected a stabilization of oil prices around an averane
level of 45.9% during the last two quarters, reduci
the amount of uncertainty and improving the mark
sentiment. The improvement of thBurchasing
Managersd I ndex (PMI)
Tracker (DET) respectively showed the impact
these positive spillovers on the noih private sector
(see Figure 2.1.b). While standing above the neuw
level (the 5e&threshold), the average PMihd average
DET increased by 2.4% and 3%, respectively, movi
from 53.4 to 54.7 for the PMI and from 53.9 to 55
for the DET, displaying a faster rate of expansion
the nonoil private sector in the UAE during the thirc
quarter of 2016, compared to thecond quarter.

The PMI followed a declining trend during the third
quarter of 2016. It dropped in September to reach 54.1
after better readings in July (55.3) and August (54.7).
The reasn behind these developmentss a sharp
deceleration in new orderagwth (accounts for 30% of
the PMI), which recorded its weakest result in over six

10% +

0%

-10%

_20% -

-30%

_40%, -

years. On the contrary, the rate of growth in output
(accounts for 25% of the PMIland employment

(accounts for 20% of the PMWas broadly similar to

that in August. Input costiroppedfor the first time in

a yearand a half, and output charges dhdb A deeper
analysis of the PMI O6sthesurvey
sharp slowdown in new order growth last month
appears to beo the result ofweaker demand from

external markets rather than soft domestic demand.

Figure 2.1.a Oil Prices Development, Brent Price
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Source: IMF
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Figure 21b Pur chasi ng
and Dubai Economic Tracker (DET)
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On the other hand, the average DET expanded
significantly due to the continuous increase of output
and new orders during the third quarter, although it
followed a decreasing path; reaching 55.1 in
September against 55.7 in August and 55.3uly.

The strongexpansion of the neail sectortranslated

to an improvement in the Overall Economic
Composite Indicator (ECH)for the third quarter of
2016 as well as an expanding nmih Economic
Composite Indicator (see Figures 2.1.c and 2.1.d). The
new reading of the ECI showed a growth rate of the
nortoil economic sector by 3% against a 2.5%
estimated growth rate during thgrevious quarter.
However, the overall ECI indicated an expansion of
the overall economy by 2.3% against an estimated
growth rate of 2.5% in the previous quarter. The
positive impactof the preliminary oilOPECdealto
limit productionin September has beevershadowed

by doubts about its implementation. Similarly, signs
that global monetary conditions will remain
accommodative for the foreseeable future, combined
with more stable oil prices, were offset by hdiishal
consolidation processes amidst loamiconcers of
rising debt levels.

These developments warranted a revision of
CBUAEOGs projections for
Real NonrOil GDP is expected to grow by 2.7%, the
same projection as before. However, the Real Oil GDP

1Please see Box 1

11

Man ager s 0s edpecteceta exgamiNy2%o lower than the 1.4%

previouslyforecast This revision is due mainly to high
likelihood of an OPEC agreement about a production
freeze in 2016. Accordingly, The Real GDP growth
for 2016 is revised downward to 2.2% (see Table 2.1).

Figure 2.1¢ Non-Oil Quarterly Economic
Composite Indicator (Non-Oil ECI)
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Figure 2.1d Overall
Composite Indicator (ECI)
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The UAE improved significantly its ranking to 26th
out of a total of 190 countries in Doing Buoesss
Report 2017, published by the World Bank, up from
34th in the previous year, thereby becoming one of the
top 10 most improved business environments in the
world, over the past year. The major improvement
took place in the field of protection of mintyr
i nvestor s, with the
jumping from 48th in 2016 to 9th, as a result of the
ew corporate gqvernance ryles_ published by the
x%lhan%er gevgur(r)i%‘es zl;mg Coélméntl)délgtliés :Etﬂo}rélties
(ESCA) which came into force in May. Moreover, the
UAE improved its position in the Global Innovation

UAEO Ss

r

a



Index, published by the World Intellectual Property
Organization, from 47th to 41st worldwide in the
report published in August 2016, out of a total of 128
countries. The improvement was mainly attributed to
strengthened institutions and market sophistication, as
well as development in information technology,
communications and infrastructure.

The Global Competitiveness Index, published by the
World Economic Forum, ranked the UAE 17th out of
140 countries ints 2015/2016 Report, with the
following worldwide ranking: Institutions (30),
Infrastructure (31), Macroeconomic Environment
(26), Health and Primary Education (13), Higher
Education & training (7), Goods Market Efficiency
(40), Labor Market Efficiency (36 Financial Market
Development (47), Technological Readiness (39),

12

Market Size (17), Business Sophistication (24), and
Innovation (57).

Table 2.1 Economic Growth in the UAE (%)

2016 2017
2013 2014 2015
P) (P
Real GDP 47 31 38 22 24
Real Oil GDP 2.9 0.8 5.0 12 15

Real Non-Oil GDP 5.6 4.1 3.2 2.7 2.8

Source: Federal Competitiveness and Statistics Authority (FCSA) for 2013,
2014 and 2015, and Central Bank projections for 20067.
Note: For more details concerning the CentBah n k p
GDP forecasting model of
Economic Report for Q4 2015 in the CBUAE website.

ections,

roj
the Central



Box 1: Economic Composie Indicator (ECI) for the UAE:
An updated Methodology for a long horizon

Given the proven importance of the Economic Composite
Indicato’ (ECI) to track closely the economic activity of the UAE
on a quarterly basis, the Research and Statistics Department of
the CBUAE has updated its methodology and extended its
horizon to span the most recent economic history of the UAE.

Updated Methodology

In order to improve the quality of the EGhe revised index
integratesa new variable as a proxy for tourism activitythe
dataset that covers a wide range of domestic and international
indicators, such as growth of the global economy, sectorial
activity, financiamarkets, the money markeand price trends.
The new proxy measures the UAE airport passenger traffic,
which could relatively track the performance of the tourism
sector as well as logistic activity.

Further, we extended the horizon of all the selecteatiables

to capture domestic and global conditions from the first
quarter of 2006 to date, in order to have a clear picture about
the UAE economic fluctuations before and during the crisis.
Finally, we applied the Principal Component Analysis (PCA) on
the extended data set, to extract the first component which
reflects the UAE economic activity on a quarterly basis.

Figure 1. Quarterly Economic Composite Indicator-O¢¥Y
change, %)
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Updated ECI advantages

This index has proven to be a usetad| for the policymakers
since it offers a timely clear picture about the current economic
situation in the UAE in the absence of official data for quarterly
GDP. The updated ECI has three important advantages: first, it
captures economic fluctuationsfthe UAE from 2006 to date,

on a quarterly basis, which allows us to better understand the
trends and cyclicality of the UAE economy. Secondly, it takes
into account all important policy issues by synthesizing a large
number of economic variables, both dhe national and

2 For more details concerning the Construction of the Economic
/ 2YLI2AAGS LYRAOIFIG2NE a8S$S a.2E
69/ L0 F2NJ GKS 1 9¢ Ay
CBUAE website.

i rordthev dz- NIPEXEF &

international levels. Finally, it is a useful tool to give an early
indication of turning points and assist near term projections of
the annual growth figures in the UAE.

Estimates analysis and results comparison

On a quarterly basis, éhnonoil ECI is highly correlated with

i KS t dzNOKLI & Ay 3(PMI) ayid batls iNdicQe they R
same turning points of the nehydrocarbon activity.

Figure 2.The nonQil ECI (%-Y change, %) and the PMI (%)
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Moreover, the annualdzLJRIF § SR 9/ L NBTt SO[

historical performance and changes since 2006. There is a high
correlation between the constructed ECI and the historical GDP
growth of the UAE. The evidence reaffirms the quality of the
index and solidifies the robustngsof the methodology
followed in its construction as this indicator synthesizes a large
number of information that best represesieconomic activity

in the UAE.

Figure 3 Annual Economic Composite Indicator-¢¥YY
change, %)
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In the absencef published official data of quarterly GDP in the
UAE, the ECI has proven to be a valuable tool for policymakers
who are constantly looking for timely information about
O0e ot AlOrKt RS@St2LIYSylia 2F (KS
timely policy decisionand contingency plans.
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2.2 Consumer Price Index and Inflation On the other hand, the price of Textiles, Clothing and

. ) . . Footwear category which accounts 8% of the total
Lower inflation continues for the third quarter of 2016. consumption basket, continued its increasing trend to

The average Consumer Price Index (CPI) inflation for - o5cp 5 price inflation of 4.4% in the third quarter of
the UAE has decreased for the fourth consecutive 2016 after 3.6% and 1.8% in the second and first

guarter, a steady downward path since the fourth
quarter of 2015. The average CPI increased B%00.
during the third quarter of 2016 on a yemryear
basis against an increase of 1.7% and 2.1% in the

quarters, respectively.  Similarly, the prices of
Education and Restaurants darHotel categories
increased by 2.7% and 0.6%, respectively in the third

) ’ quarter.
second and the first quarters, respectively (see Table
. 1 0,
2.2). The enebf-period CPI grew only by 0.6%. Table 2.2 UAECPI Inflation (%)

. , Weight 2015 2016
Accounting for 66% of a standard consumptiorikeas % 0102 03 040102 0%
ln'the UAE, r?ontre'ldables anstltute the principal Ich;ltatl_cpl 100 | 37 43 46 36 21 | 17 | 09
driver of price inflation (see Figures 2.2.a and 2.2.b). T”otzl'%”Pl
The average price inflation of ndaradables has been Inflation (end- 100 i 43 42 43 36 14 i 18 @ 06
following a decreasing trend, reaching 1.3% in the OCf-pefigd)_

. . . . Pl Inflation
third quarter of 2016 against 2% in thpevious of Tradable 34 11 08 14 06 04 09 01
guarter. The housing co&tsovering rents and utilities CPI Inflation
which account for 39% of the consumption basket, :’r;'a‘;’gle 66 |51 62 63 52 29 20 13

rew by 2.7% after an increase of 3.3% previously. i
grew by 2.77 ) P y .H?IUS.'”Q cPI 39 77 96 94 83 51 33 27
The diminishing demand for housing as well as the ¢ ation =
. . . . ransportatio
increasing supply of ongoing developmi@rojects are n Cpﬁnﬂaﬂon 10 15 10 56 02 67 27 60
weighing negatively on rents. According to some real

T . . . Source: Federal Competitiveness and Statistics Authority (FCSA).

estate specialized sources, tlsidential investment Note: All the changes are computed on @Y basis and based on the

P H H H H quarterly average CPI, unless otherwise indicated.
ylelds in Dubaihave Compressed S|Ighﬂ§1 the third *: The inflation rate is computed based on the available CPI data until August
quarter of 2016as median aSking rents weté Bwer 2016.Quarterly inflation rates will be updated whenever the CPI data for
than the same period 8015and 7.1%ower thanthe September become avafiable.
previous quarter Figure 2.2.a. Tradables and NofTradables Inflation

%
The price of tradables decreased 80 for the third ( )’
quarter of 2016 on a yeanyear basis. These
devel opment s can be expl
appreciation during the same period (see section 3). In
fact, the Dirham appreciated against all its main import
partners, except for the Japanese Yen and the South
Korean Won. Cheaper imports fueled into low
domestic prices for tradables.

Total Inflation

Inflation of Tradables
~——Inflation of Non-tradables

W N B O R N WA UV O

@

FE ST
The cost of transportation has constituted another Sourc;:l;ed;r; Competitiveness and Statistics
source of price fluctugon in the UAE since the full
removal of energygubsidies in the third quarter of
2015. Transportation prices are aligned to
international oil prices, leading to more volatility of
the CPI inflation since transportation costs account for
10% of the consuption basket. Transportation costs
declined by 6% during the third quarter against a
decline of 2.7% in the previous quarter, contributing
to lower average inflation.

>

uthority (FCSA).

4Please see Box 2
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Figure 2.2.b Contribution of different sub-
components to the Total CPI Inflation (%)

1aq1 1402 1403 1404 1sa1 1502 1sa3 1504 16Q1 1602
mm Food and soft drinks mmmm Textiles, clothing and footwear
= Housing = Rent+Water+Electricity 1Gas mmmm Furniture and household goods
= Mecdical care === Transportation
== Communications Recreation and culture
= Education == Restaurants and hotels

Miscellaneous goods and services = Total Inflation

Source: Federal Competitiveness and Statistics Authority (FCSA).
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Box 2:Recent Developments irthe Real Estate

Real Estatein Abu Dubai and Dubai, savithessed
different patterns of change in property pricda the
third quarter of2016, the change in property prices in
Abu Dhabi is stilbositive as opposed to Dubai.{06
y-0-y against -2.1% respectively). Moreover, the
rental yield in both emirates has contractetliring
2016due to the more pronounced fall in rents, but
remains attractive for investors (5% for Abu Dhabi
and 7.34% for Dubai).

Dubai residential Market

In Q3 206, the property prices as measured by
REDIN Price Indéx for the residential segment in
Dubai (comprised of both Apartments and Villas),
which measures the average sample price in dirham
per square meter, hadecreased by2.1%y-o0-y, but
performing better than the previous quarter (see
figure 1).In fact, he trend observed during 2016
shows aslight recoveryin the residential marketin
Dubai.

Figure 1: Dubai Residenti&lalePrices
16,500 40
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15,500

5,65
15,000
14,410
14,500
14,000
13,500
13,000
12,500 = = = = = -20

2014 2014 2014 2014 2015 2015 2015 2015 2016 2016 2016
Q1 02 @3 Q4 Q1 Q@ Q3 @ Q Qe a3

20

14,313 10
14,011 13,941 13,971 14,012

-10

mmmm Sale price Dubai (AED/SQM) === Sale price growth Dubai (YoY, %)

Source'REIDIN

Since the beginning of the downwhcycle in mie
2014, the fall in prices has outpad the fall in rents
in Dubai (see figure 2)indeed, the rent prices
declinedby an annual rate of%in the third quarter,
following-3.8% in the second quarter.

5 REIDIN Residential Sales Price Index series are calculated on a monthly
basis and cover 21 arsand 6 districts in Dubai, for Abu Dhabi, the indices
cover 7 areas and 5 districts.

Figure2: Dubai ResidentiaRentPrices
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B Rent Price Dubai (AED/SOM) ==—Rent Price growth Dubai (YoY, %)

Source’REDIN, Central Bank of the UAE

The more pronounced fall in prices relative to rents
has led to an increase in rental yield from a low of
6.79%in second quarter of 201¢@he beginning of the
price correction) to a high of 7.63% the fourth
quarter of 2015SeeFigure 3)However, durin@016,
relatively stable prices combined wittrther decline

in rentshave led the rental yield to contract reaching
7.34% in the third quarter of 2016. The pattern
observed in rental yield is typical of theal estate
market and is due to two main reasons. First, rent
adjustments tend to lag price adjustments, leading
rental yield to increase at the initial phase of the
correction driven by lower prices, and then to
decrease when prices start stabilizingec8nd, real
estate prices tend to be more spulative and
sentiment driven.

Figure 3: Dubaiental yield (%)
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Source:REDIN, Central Bank of the UAE
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Abu Dhabi residential Market

For Abu Dhabthe recent datafor the property price
for the residential segment as a whglshowed a
marginal irtrease 0f0.1% yo-y in the third quarter,
following 1.25% in the previous quarte(See
Figure 4).

Figure 4: Abu Dhabi Residential Prices
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12,000 11,950
20

11,891

11,900 11,842 11824
:

11,800 11,753

11,742
11,700

11,617
11,600
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Sale price Abu Dhabi (AED/SOM) =—=Sale price growth Abu Dhabi (YoY, %)

SourceREIDIN

Concerningthe rental market in Abu Dhabient
valuesdeclinedby an annual rate df.25%in the third
quarter, after a reduction of 1% in the previous
quarter, reflecting the decline afent pricesduring
this period(SeeFigure 5).

Figure 5: Abu Dhabi ResidentiBentPrices
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Rent Price Abu Dhabi (AED/SQM) === Rent Price growth Abu Dhabi (YoY, %)

Source:REIDIN

As for the rental yield, AbDhabi registered a yield of
7.1%% forthe third quarter 0f2016, down from 7.2%
in the previous quarter $eeFigure6), reflecting a
faster pace of decline in rent relative ta relatively
more resilientproperty values.

Figue 6: Abu Dhabrental yield (%)
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2.3 Exchange Rate and Foreign Trade
Balance

The Dirham reverted back to its appreciation trend in
the third quarter of 2016 following a brief depreciation
during the second quarter. It appreciated against the
majority of the currencies for the main trade partners.
From the import side, thewei ght ed Di
appreciation against its tepne nondollarized import
partners was 0.32% in the third quarter of 2016 (see
Table 2.3.a). The highest appreciation was against the
Great Britain Pound, where the Dirham gained around
9% due to the contindedepreciation of the GB Pound
after the Brexit. The UK is contributing around 3.4%
to the total imports to the UAE. The Dirham gained
also 2% and 1.2% against the Chinese Yuan and the
Euro respectively. Imports coming from China,
Germany, Italy and Fran@ecount for more than 24%

of total imports. Exceptionally, the Dirham lost around
5.2% and 3.7% against the Japanese Yen and the South
Korean Won, respectively. On a yearyear basis,

the Dirham followed the same trend and appreciated
by 0.56% in the tind quarter, driven by important
gains against the GB Pound (18%), Chinese Yuan
(5.8%) and Indian Rupee (3%) which collectively
account for 25.5% of total imports.

On the export side, the Dirham has appreciated against
its top-nine nondollarized export paners by 0.22%
compared to the previous quarter and by 0.62% on a
yearorryear basis (see Table 2.3.b). The Dirham
gained around 2.3% and 2% against the Turkish Lira
and the Chinese Yuan, where Turkey and China are
importing together a share that accouiots7.5% of

t he UAE b soil éxportsa The only exception
was a loss against the Singaporean Dollar where the
Dirham depreciated by 0.4%.

The rebound of the Dirham against the currencies of
major UAE trading partners is confirmed by
developments n the Real and Nominal Effective
Exchange Rates in the third quarter of 2016 (see
Figure 2.3.a). The quarterly average REER has
increased by 0.6%, to which the NEER contributed by
a quarterly average increase of 0.58%. The
contribution of the relative precchange to the REER
appreciation is minor because of the contindedine

in inflation in the UAE during the third quarter of
2016.
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Table

2.3.a Dirham

appreciation

against

currencies of top nonrdollarized import partners

Share of

% Change of:

% Change of

% Change of

% Change of

UAE Currencies | Currencies | Currencies | Currencies
Currency imports (%) per Dirham | per Dirham i per Dirham | per Dirham
p2015 0 2016Q% (Q2-Q1) (Q3-Q2 2016Q3
2015Q4 2016 2016 2015Q3
$h'”ese 12.40 2.30 -0.09 2.02 5.75
uan
r Iﬂdgnrﬁweg 9.70 2.38 -0.85 0.05 3.01
Germany
(EUR) 6.48 -0.79 -2.28 1.16 -0.35
Japanese Yerr  5.65 -5.12 -6.29 -5.19 -16.20
UK Pound 3.35 5.85 -0.09 9.21 17.95
Italy (EUR) 2.99 -0.79 -2.28 1.16 -0.35
oouth Korean 5 g7 3.65 3.07 -3.60 427
on
France
(EUR) 2.53 -0.79 -2.28 1.16 -0.35
Swiss Franc 2.53 0.27 -2.25 0.47 1.16
Total 48.50
Weighted 0.44 0.87 0.32 0.56
Appreciation

Source: Data on Imports shares (weights) are provided by the Federal
Competitiveness and Statistics Authority (FCSA) for 2015.Dfatathe
exchange rate are the quarterly average observations, recorded and displayed

by Bloomberg.

Table.2.3.b

Dirham

appreciation

against

currencies of top non-dollarized partners for non-

oil Exports
sh % Change of; % Change of: % Change ofi % Change of
are of . . . A
Currencies | Currencies | Currencies | Currencies
UAE . . . "
Currency Exports (%) per Dirham | per Dirham | per Dirham | per Dirham
p2015 2016Qt (Q2-Q1) (Q3-Q2) 2016Q3
2015Q4 2016 2016 2015Q3
Indian Rupee 12.47 2.38 -0.85 0.05 3.01
Swiss Franc 5.64 0.27 -2.25 0.47 1.16
Iragi Dinar 5.61 -0.49 0.12 0.16 -0.87
Turkish Lira 5.16 1.12 -1.41 2.32 3.88
Singapore
Dollar 4.26 -0.40 -3.12 -0.41 -2.77
Kuwaii 4.01 -0.51 -0.04 0.05 -0.25
Dinar
Chinese 2.34 2.30 -0.09 2.02 5.75
uan
Netherlands
(EUR) 1.84 -0.79 -2.28 1.16 -0.35
Pakistan 1.78 -0.16 -0.12 0.01 1.70
Total 43.11
Awe'gh‘e.d 0.34 -0.48 0.22 0.62
ppreciation

Source: Data on Exports shares (weights) are provided by the Federal
Competitiveness and Statistics Authority (FCSA) for 2015. Data for the

exchange



Figure 2.3.a Nominal and Real Effective Exchange

rates Developments
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Box3:2 2 NJ S

¢KS LI eySyda o2dziTf 2 fshawar? T
increasing trend for the period 2012016 as depictured in
the Figure 1.

Figure 1. Evolution of Privat@ransfers (in billions of
Dirhams)

7~
7~

>

2010 2011 2012 2013 2014  2015* 2016**

* Provisional data, ** Estimation
Source:CBUAE

In the third quarter of 2016 the Banking Supervision
Department of the Central Bank (BSD) indicated that 76%
of the financial transfers are conducted through the
exchange houses and 13% through the banks (figure 2.a).

According to the market participar®s Sa G A Yl (Sazx
companies in the field of exchange houses that possess the
largest market share account for around 93% of the market

F2N) 62Nl SNEQ NBYAGGlI yOSa 2dz
exchange houses (figure 2.b).
Figure 2. Share of settlementfo (G2 G f g 2

remittances and shares of major exchange companies

(2016 Q3)

\Rzouki
3.5%
Ahalia

Other companies7_0%
7.0%

6 The private transfers in the balance of payments include personal
transSNBE 6 62NJ] SNEQ NBYAGGFy Omher
current transfers include, for example, current taxes on income,

& PhaldorShiBd@ataN&artedifrin tfe@&Bange houses an

Iy R internatiodahepodetiian Bigrinatian NO-other tra@sfeEs is not

NEQ wSYAUOlIyOSa

joN

the banks to BSD recorded AED 37.9 billion outflows in th
third quarter of 2016 and 13.9% or AED 6.1 million de@eas
compared to the second quarter of 2016 (AED 44.1 billior
(figure 3).

)

¢CKS 2dziTt26a 2F GKS $2NJ SN
through the exchange houses only recorded AED 28
billion in the third quarter of 2016 (10.1% or AED 3.3 billion
decrease ompared to 2016 Q2). Similar trend emerges
from the data collected directly from selected individual
exchange houses.

B Q |

©

The decreasing trend in the third quarter of 2016 of the
total net outflows of private transfers could be attributed
to the slower rate 6 appreciation of the nominal effective

exchange rate of the dirham by 1.1% on average (th
average index for the third quarter of 2016 117) comparec
to the third quarter of 2015 encouraging less outflows.

W

CAIdzNBE o 9@2fdziAazy 2@&d 3
through Banks and Exchange houses in the UAE 2015
Q1¢ 2016 Q3

2 NJ

50,000

ions

37,198 36,431 36,349 39,400 36,635 44,053 379

Mill

40,000

2 dz3
30,000 -

20,000

10,000

Q115 Q2-15

Q3-15

Q415 Q1-16 Q2-16 Q3-16

m Exchange housesm Banks

Source:CBUAE, Banking Supervision Department
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¢CKS Y2ad AYLRNIFyd O2dzyiN 27
remittances during the third quarter of 2016 was India that|
accounted for o ¢ ® p:’z 2F GKS 2dzi¥
remittances in accordance with the significant share o

expats from India in the UAE (figu®. According to

t20

wealth etc., social contributions, benefits and current

currently available.
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available population statistics, dated October 2008 from
the Federal Competitiveness and Statistics Authority, 82.7%
of the employees in the UAE belong to Asian Moab
Countries which include India.

The next five most important counés in the share of expat
workers were Pakistan (8.7%), Philippines (7.7%), United
States of America (7.3%) and United Kingdom (6.7%).
Similar picture arises from the direct reporting data
through major exchange houses.

Figure 4. Share of the major couitrSa F2 NJ ¢ 2
remittances during 2016 Q1 to Q3 (percentage of total,
exchange houses and banks)
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Between the second and the third quarter of 2016, the
United Kingdom was the country with the largest in@ea
in outflows compared to the second quarter, reflecting
continued depreciation of the British pound relative to the
dirham, pegged to the US dollar.

¢KS G204Frf NBO2NRSR 62NJ] SNEQ
months of 2016 represents 103% of the totaf 2015 (at
195 yT1dT1 O0AfETAZ2Y0 YR dndm:
for 2016 (estimated at AED 100 billion).

The share of private transfers to the total payments of all
components of the current account shows an increasing
trend over time. The Figer5 depicts this pattern since
2010 along with movement in the nominal effective
exchange rate of the dirham relative to the currencies of
major trading partners. Higher outflowspupled with less

oil receiptshas squeezedhe surplus of the current account
balance.

Figure 5. Share of Private Transfers to the total

payments of the Current Account (%) and the NEER

(20102016)
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Note: Annual averagef NEER and average of first nmenths br
2016

Source:CBUAE, Bank of International Settlements
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Box4: Exchange Rate Appreciation and Tourism Activity in the UAE

The analysis below tracks the effect of the dirham appreciation on UAE tourism for the period dpfiugngt
2016 compared to JanuagyAugust 2015 based on data from Dubai and Abu Dhabi emirates which contritiute
the largest shares of the total aggregate. Figure 1 illustrates an increasing trend in attracting internaallonal
visitors, the number of which lsaincreased by 3.5% in the first eight months of 2016 compared to the same

period in 2015. However, reduction is recorded in the average daily rate and the revenue per available room
by 10.5% and 11.6% respectively (average prices of the two emirate$) whidted in an increase in occupied
room nights by 4.1%. More specifically, the appreciation of the dirham in terms of the nominal effec¢tive
exchange rate by 3.1% on a yearly basis correlates with the increasing trend of guest arrivals. Howevgr, the
average hotel occupancy rate decreased by 2% for the first eight months of 2016, compared to 2015.

Figure 1. Major combined indicators of Dubai and Abu Dhabi inbound tourism Jandaigust 201615 (%
difference)

8
3.1

35 4.1
4 il
, ]
International Occupied room Gue-gth of Ochy rate Aver ily rate Re per NEER
-4 Guests nights stay -2.0 avai oom

-3.7

'
[ee]

-12 -10.5 -11.6

Source: Dubai Tourism Authority, Abu DhahiriBon Authority, Bank of International Settlements

The effect of the bilateral exchange rate movements on tourism between Jaumyst 2016, compared to
JanuaryAugust 2015 is depicted in figure 2 where the appreciation of AED is depicted with regphet t
OdZNNBYy OASa 2F YIFI22NJ O2dzy GNRSa F2N) G2dzNAaidas O2Yoa
has been a surge in the number of tourists, despite the appreciation of the dirham, except for Germany in the
Eurozone and Kuwait. Spkcally, Pakistan, China and India recorded larger increase in tourist arrivals despite
the appreciation of the dirham relative to their currencies. In contrast, Egypt and the UK recorded a relajively
slower influx of tourists, reflecting larger apprecaatiof the dirham relative to their respective local currencies.

Figure2. Guest arrivals and exchange rate on selected countries JanAaiyust 201615 (% difference)
20

15.2 14.9
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10.9 ol 12.3
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m % Difference of exchange rates between Jan-Aug15 - Jan-Aug26% Difference of tourist arrivals between Jan-Aug15 - Jan-Auc

Source: Dubai Tourism Authority, Abu Dhabi Touristhokity, Bloomberg
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Focusing on the developments in the emirates of Dubai and Abu Dhabi Figure 3 demonstrates the

t the

appreciation of the dirham correlates with increasing trends of guest arrivals, both in Dubai and in Abu Cjhabi.

In parallel, there is evidence of decrease® SNI 3S f Sy3IdK 2F G2d2NRAadaQ al
which adversely affect the evolution of receipts. The evidence suggests a possible strategy to retain touri
providing more discounts to avert a slowdown in the growth rateafism.

Specifically, for the Dubai emirate an increasing trend is recorded in attracting international visitors,
number of which increased by 2.1% in the first eight months of 2016 compared to the same period of 2
However, reduction is evidein the average daily rate and the revenue per available room by 10.8% and 11
respectively, which resulted in an increase in occupied room nights by 5.1%. However, the average
occupancy rate decreased from 77% to 76%, for the first eight mont281d¥, compared to 2015.

The effect of dirham appreciation on tourism in the Abu Dhabi emirate depgitailarpattern, although with
notable increase in guest arrivals (8.5%) in the first eight months of 2016 compared to the same period in
Howe\er, the lower average room rate (10.2% decrease) resulted in a 7% decrease in total revenue f
first eight months of 2016 compared to the same period of 2015.

Figure 3 Major indicators of Dubai and Abu Dhabi inbound tourism Janu&wygust 201615
(% difference)

12
8.5
8
5.1
4 2.1 I
- 0.9
0 .
International Occupied room Gu. length of Occuipancy rate Ave daily rate nue per
4 Guests nights stay 27 a le room
-1.3
2.7 -4.9
-8
-12 10.8710.2

m Dubai = Abu Dhabi

Source: Dubai Tourism Authority, Abu Dhabi Touristhofity®
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Most of the major countries that are the markets of inbound tourism to Dubai show increase in the arrivals of

tourists, except from Germany, Iran and Kuwait. Nonethelessyaise majority of tourists originate from GCC

7 The latest available information from the private company provider STR Global records information that covers the péribe un
end of the third quarter of 2016. For Dubai the evidence depicts stable occupancy rate (at 76%xedsepply of rooms (5.8%),
sharp decrease at the average revenue per available redb71% at 524 AED) and lower average daily F®& 7%) that confirms the
trends recorded by the official Tourism Authorities until August.

8 Data are for based athe officialtourism authoritiespublications Dubai Tourism Authority publishésternational Guestwhereas
Abu Dhabi Tourism Authority publishéstual Guest Arrivaldlso for the variabldRoom NightDubai Tourism Authority publishes
OccupiedRoom Nghtswhereas Abu Dhabi Tourism Authority publiskesomNightsthat include the number of nights a guestroom is
occupied regardless of the number of persons occupying the room.
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countries and the MENA region (25% and 11% respectively) while Western Europe and America cover 21

6% of inbound tourism. Finally, 16% of inbound tourism comes from the region of South Asia.

Between themajor markets of inbound tourism for the Abu Dhabi Emirate all countries recorded increase
guest arrivals apart from Germami0.1% ) and the US7(6%). The largest increase in guest arrivals is evideit

from Jordan (32.4%), Egypt (24%) and Pakistaib)2

Figure4. Major markets of inbound tourismJanuaryAugust 201615 (% difference)
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2.4 Fiscal Stance Another driver of therebound intotal spendings the

) . o i increase of ther expenss whi ch covers al
After an important fiscal consolidatiothat started in transfers made on behalf of the Federal Government
2015 following the plunge of oil prices sie mid2014

the pace of spending cut has slowed down in the second Capital spendingneasureby t he dev &étop men

quarter of 2016. acquisition of noffinancial assets, conti nued i
in the second quarter of 2016, althowmla slower pace
The fiscal consolidatioreached itpeakduring the first thanin the first quarterln contrast to the sharp decrease

quarter of 2016 where total expenditures declingd b in capital spendingn 2015 the sharp increase in the

43.3% on a yeaon-year basis (see Table 2.4). During the first half of 2016reflecs a moregrowthfriendly pace of
. . . fiscal consolidation in 2016.

same period, total revenuesreasedy 14.3% driven by

social contributions and other revenues (Jea bl e 6 s

footnotes for details).

Fiscal consolidation continued during the second quarter

of 2016 and followed a more growdiendly pace,

raising extra revenues rather thaomtinuing with sharp

spending cw. In fact, the total revenues increased by

21.9% on a yeaon-year basis, driven by an important

increase of fiflot her theefisste nues 0. Starting from
quarter of 2016, besides thasual subcomponents

(Property income,ades of goods and servicémes and

penaltie}, the i Ot her revenuesthe secti on covers
transfersby someinvestment authoritiegr Abu Dhabi

from the financing account tdhe revenuesside of the

budget However, the rate of increase insocial

contributiors decelerated from 37.5% in the first quarter

to 3.4% during the second quarter of 2016.

On the othehand, total expenditures increased by 8.3%
in the second quarter agat an important decline the
first quarter. This development is due mainly to
significant increasef subsidieg(including transfers to
GRESs)in the second quarter.
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Table.2.4 Casolidated Government Finances

2015 Change (%, Y-0-Y) 2016 Change (%, Y-0-Y)
2014
Q1 Q2 Q3 Q4 2015 |2018Q1 i 2015Q2 : 2015Q3 : 20184 | 2015 Q1 Q2 |2016Q1 | 2016Q2
Revenues (a) 380.7| 749 | 842 648 607 284.7| -170: -142 : -315  -37.9 -25.2 | 85.7 { 102.7| 143 21.9
Taxes 279.9| 54.9 50.6 | 41.9: 28.1: 1754 | -194 : -254 . -445 -59.0 -37.3 211 260 | -615 : -485
Social contributions 5.3 11 11 1.0 1.3 45 140 : -278 | 1721 -465 -14.6 15 12 375 34
Other revenues 95.5 19.0 | 325 218 314 104.7 | -104 13.2 17.1 16.6 9.7 63.1 | 755 | 232.2 @ 132.2
Expenditure (b) 4146| 89.9 @ 961 856 933 : 364.8| -13.6 : -7.4 -135 . -13.6 -12.0 | 51.0  104.0| -43.3 8.3

Compensation of employees| 47.5 14.4 158 145 144 : 59.1 36.4 38.0 27.3 2.1 24.4 155 : 158 7.6 0.1
Use of goods and services 49.5 105 : 135 10.8 : 16.3: 51.0 18.3 115 -22.0 10.4 3.0 104 | 148 | -0.6 9.5
Consumption of fixed capital| 3.8 0.9 11 0.9 15 4.4 0.3 48.1 -14.8 37.7 16.7 1.1 15 32.1 38.2

Interest 4.1 0.5 05 06 13 2.9 524 -49.1 | -38.3 | 138 -29.5 0.2 04 | -49.0 i -16.0
Subsidies 12.1 3.1 3.1 3.1 3.1 12.3 22.1 -14.1 -10.3 19.9 1.7 4.3 6.4 41.4 108.5
Grants 21.9 31 28 25 21 106 | -679  -549 = -55.1 : 507.3 | -51.8 0.5 05 | -854 ; -813
Social benefits 61.4 12.9 152 0 135 116 | 53.2 2.2 9.5 -16.1 -38.4 -13.4 6.3 54 -51.6 | -64.7
Other expenses 1744| 399 | 354 334 37.0: 1457 | -238: -136 | -10.2  -15.7 -16.4 4.5 47.8 | -88.7 34.8

Net acquisition of

nonfinancial assets 39.9 4.7 8.7 6.4 5.9 25.6 -15 -36.7 | -33.3 | -47.2 -35.8 8.1 114 | 738 31.2

Source:- UAE Ministry of Finance, revenues do not include ADNOC transfers and government investment income.

- Other Revenues covers: Property income (interest, dividends, rent), Sales of goods and services (including admirgiriinesfard penalties and other revenues
not elsewhere classified. Effective 2016Q1, the Emirate of Abu Dhabi has added swfeedraf important investment authoritfesm financing accounts to revenues,
included in the distributed profit computation.

- Subsidies include social and price subsidies as well as transfers to GREs.

- Other expenses include the payments of Abu Dhabi madehalf of the Federal Government, specially the Armed Forces expenditures.

Note: All values are gpressed in Billions of Dirhams unless otherwise indicated.
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2.4. a General Government Revenues

(Billions of Dirhams)

Government Finance

(Billions of Dirhams)

2.4.b General Government Expenditures

120 - 120 +
| ] [ | B
100 - 100 ", -
[ | B -
80 - 80 | _
60 - 60 -
40 - 40 -
20 - 20 -
0 A 0 -
e e e N N N L e e e el e e e S e e o e e i
W W wwsADDMDMOOOaaoa o o W W W wWwd DDA DO OOOO OO
O 0000000000000 O 0000000000000
P NWBRBPNOBREPN®BPRPDN P NW RPN PRPRPNBREPRPREDN
mTaxes HSocial Contributions m Other Revenues H Total Other expenses ® Compensation of employees
B Subsidies Non financial assets
Goods and services H Grants
2.4.c Fiscal Stance 2.4.d Development in Subsidies and transfers to GREs
(Billions of Dirhams) (Billions of Dirhams)
120 - 7 - - 120%
L 0,
100 - 6 - 100%
5 - 80%
80 - . - 60%
60 - - 40%
3 -
L 0
40 - 5 20%
- 0%
20 1 14 - -20%
0 - 0 - - -40%
P P PP RPPPEPRPRPRPRERPRERPREERR P PP RPRPRPRPRERPRERERERERERER
W wWwwwADDADOOaoooao o
S50 88888383383823 B0 B00383
P N®O®BPRPN®SPNBRPRPDN PN PPN BPERPRPN®RAEPRPDN
H Revenues m Expenditure mmmm Subsidies == Subsidies growth (%, yoy)

Source: Ministry of Finance.

Note: Total Other expenses cover Other expenses, Consumption of fixed capital, Interests and Sociallbenefiéd revenues
do not include ADNOC transfeend government investment income. Total expenditures are also adjusted so that Abu Dh
capital transfers are excluded
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2.5 Financial developments
2.5.1 Share Price Volatility

Table 2.5.1 UAEI Securities Markets

The recovery of theecurities market continues for
the third quarter of 2016. After a rebound of share
prices and market capitalization in both Abu Dhabi

and Dubai in the second quarter, the bullish trerd
continues, albeit at a slower pace, despite the minor
decline of oilprices in the third quarter (0.3%&

Q).

In Abu Dhabi, the average Share Price Index grew
by 1.7% in the third quarter of 2016 against asn

2015 2016
Q3 Q4| Q1L Q Q3
Change of Share
Abu Dhabi Price Index (%) 05:-70]-05: 39 17
u | Change ofMarket 221 .14| 10 19 58
Capitalization (%) ) : : . :
Change of Share
Dubai Price Index (%) 6.9 -13.5 -27 55 34
Change of Market
Capitalization (%) | +© 103 -34 64 14

increase of 3.9% in the previous quarter. Following
the same momentum, the market capitalization rose
by 5.8% in thethird quarter after a similar increase
(1.9%) in the previousjuarter

The securities marketds
similar. The ®are Price Index improved by 3#din

the third quarter, lower than the increase of the
second quarter (5.5%). On tlether hand, the
market capitalization deepened further in the third
quarter and increased on average 6.

The improvement of Share Prices Indices was
accompanied by a significant decline of price
volatility®. In Abu Dhabi, the share price volatility
dropped by 63% €-Q in the third quarter.
Moreover, the volatility of the Share Price Index has
declined by 85% compared to the previous quarter.

The continuous improvement of securities markets
in the UAE is due to thpositive sentiment regarding
the redliency of the noroil sectorwhich helped
solidifying i
uncertainty.

9 The volatility is measured by the standard deviation
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Source: Abu Dhabi Securities Exchange and Dubai Financial Market
Note: Changesomputation (Q-Q) is based on quarterly average of
endof-month values for the share price index and market capitalization.

2.5.2 Credit Default Swaps Premiums

tuation in Dubai i s
The positive spillovers stemming from the recent

developments of the newil sector has remad an
important part of uncertainty and redudkddefault
likelihood of sovereigns and GREs. Theread of
Credit Default Swaps (CDS) has largely tightened
during the third quarter of 2016.

The CDS of Sovereigns fell bi5% and by8% in
Abu Dhabi and Dubai, respectively, in thieird
quarter of 2016 compared to the previous one.

The CDS of DP World declined by 27% in the third
quarter with an average quarterly level of 146.8 bp,
the lowest reading since the third quarter of 2014.
The CDS of Dubai Holding decreased %,
showingthe lowestreadingsince thefourth quarter

o(f: Ze()15.

Table 2.5.2 UAE - Credit Default Swaps (CDS)

qui te

2015 2016
Q2 Q3 Q4 Q1 Q2 Q3
Sovereigns
Abu Dhabi 520 | 77.4 926 | 93. 87.: 743
Dubai 191.4 | 196.9 @ 2337 | 2150 182 1673
GREs
DP World 1885 1 190.0 0 1839 | 1% . 202 1468
33%?:19 340.8 | 3225 4210 | 352 3363 3117

Source: Bloomberg.

Note: All data are the observed eonfiquarter values. Premiums are

expressed in basis points.



Government depositeclined in the '8 quarter of 2016put remain above the levels observed at the
end of 2015However, monetary aggregates increased mainly due to the increase in private sector and
GREs deposits. @ks continued to increase credit at a rate that supports growtthe noroil
activities The Financial Soundness Indicators (FSIs) continue to shatthe UAE banking system is
sound and enjoys financial stability.

3.1 Monetary Aggregates 3.2 Banking Activity

During 2016 @, the Money Supply Aggregate M1  The 23 locallyincorporated banks havdurther

declinedby 1.8%, while M2 and M3 grew byL.7%% decreasethe number of branches & ®Bat the end of
and0.3%, respectively, G-Q. 2016 Q3 compared ®62 atthe end of June 2016ue

to banks looking for higher efficiencfhe 26 foreign
banksalsohad the number of branchésclining to 85
at the end of 2016 & compared t&6 at theendof the
previous quarter.

The reason for the decrease in MR016Q3is the
decline in all of its components and most
significantlyin monetary deposits by AEB.9bn ¢
1.4%) and Currency in Circulation outside Banks by
AED 2.6bn (4%) compared tthe end of June 2016. 32 1B an k s O Deposits

The growth in M2 is due to thgrowth in Quask ) _ )
monetary deposits by AED 288b (4%) Total Customer Deposits at banikereased in 2016

Q3 by AED 15.7n due to the increase in Resident
Deposits by AED 5.9bn and Neaasident Deposits by
AED 9.8bn.

Meanwhile, M3grew to a lesser extedue to the
decline in Government deposits by AED 16bn (
8.7%) during this period.

Figure 3.1. UAE Monetary agyregatesi year to Table 3.2.a.Deposits at UAE Banks

2016Q3 2015 2016
a) Sep Dec March June Sep
uas Y agerswates come Bank Deposits 1,436.8 14716 15026 1,493.0 1,508.7
(Q-0-Q change %) -0.5 2.4 2.1 -0.6 1.1
(Y-0-Y change %) 1.6 3.5 3.7 3.4 5.0
Resident Deposits 1,2783 1,300.2 1,325.1 1,315.9 1,321.8
(Q-0-Q change %) -0.8 1.7 1.9 -0.7 0.4
(Y-0-Y change %) -0.3 2.6 1.8 2.1 3.4
Government Sector 164.3 157.4 155.5 185.9 169.5
(Q-0-Q change %) 0.9 -4.2 -1.2 19.5 -8.8
(Y-0-Y change %) -20.8 -16.6 -15.4 14.1 32
GREs 173.3 190.8 193.3 161.5 172.2
(Q-0-Q change %) -5.9 10.1 1.3 -16.5 6.0
b) (Y-0-Y change %) -11.5 10.1 0.7 123 12
Private Sector 911.2 923.8 948.1 945.3 956.6
(Q-0-Q change %) 0.4 1.4 2.6 0.3 1.2
(Y-0-Y change %) 8.1 6.3 6.7 4.2 5.0
NBEI 29.5 28.1 28.2 23.2 24.6
(Q-0-Q change %) -14.0 4.7 0.4 -17.7 6.0
-17.1 -22.8 -24.2 -32.4 -16.6

(Y-0-Y change%)

Non-Resident Deposits 158.5 1715 1775 177.1 186.9

(Q-0-Q change %) 1.8 8.2 35 -0.2 5.5

Source: Central Bank of the UAE and Central Bank of the UAE analysis (Y-0-Y change %) 196 114 19.9 13.7 17.9
Source: Central Bank of the UAE
Note: All data indicate the endf-quarter valuesValues are expressed in
billions of Dirhams.

The hike in ResiderDepositsis essentially due to the
growth in GREs deposits by AED 9.7bn or 6% and the
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